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New Era in Credit Procedure
By Arthur S. Burton
When the commercial banks curtailed loans to their depositors, 
because of the depression and falling values of collateral, a serious 
situation was created so far as advancing credit to the smaller 
manufacturers and particularly to retail stores was concerned. 
Merchandise had to be purchased on credit terms by companies 
which formerly had a reputation for discounting their accounts 
payable. Indeed some of the retail stores found themselves on 
the verge of bankruptcy on account of frozen capital in the form of 
inventory which would not move fast enough, in a great many 
cases, to take care of the overhead expense, much less to pay 
accounts on time. This condition has placed a responsibility on 
the credit man and he has become a most important factor in the 
executive organization. While it is true that the sales manager is 
always looking for volume, it must be pointed out that $100,000 in 
sales lost through bad debts where the gross margin of profit is 
30 per cent means not only a loss of $70,000 to the concern, but in 
order to make up this loss it would be necessary to stimulate extra 
sales to the extent of over a quarter of a million dollars. These 
figures are startling to say the least, but they are true. The 
“reserve for bad debts” is not the remedy. Careful investigation 
of the financial standing of the customer is the only preventive.
Statistics show that 75 per cent of the bankruptcies or forced 
liquidations in retail business are due to lack of proper accounting 
methods. It is alarming to note how manufacturers and jobbers 
will extend thousands of dollars in credit only to find that the 
debtor himself does not know what is his actual per cent of gross 
profit or what are his overhead costs a month when financial 
distress occurs.
When a bank lends a retailer $1,000 a signed, sworn financial 
statement is demanded, yet business houses will extend $10,000 
credit without any such document. If the business house ex­
tending credit would demand proper records to be kept and sub­
mitted periodically a great many of the shoe-string-investment 
retailers would be forced out of business and bankruptcy losses 
would drop tremendously. There are also other advantages in 
weeding out cut-throat price cutting, etc. A butcher shop 
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opened for business about four years ago. The owner had a cash 
investment of about $6,000. After two years of operation the 
business became large enough to employ two extra butchers. 
The head man saved a little money and in time got the idea that 
he could open a store of his own around the corner, which he 
eventually did, with the hope of drawing a good percentage of the 
customers to him. He had $1,500 of his own and in order to open 
his store he had to borrow $3,500 from his relatives and friends. 
After nine months of operation both stores failed. In this 
particular case the only large creditors were the fixture and equip­
ment houses, as meat had to be paid for in cash upon delivery, but 
had it been a merchandise enterprise it is safe to assume that there 
would be a majority in both volume and number of creditors for 
salable goods sold and delivered. This particular failure could 
have been avoided if the equipment credit man had realized that 
the opening of another butcher shop so near to the first one would 
result in failure to one or both. In a case of this kind he should 
have demanded cash down for his fixtures.
It is gratifying to learn that at last some of the executives in 
the large business enterprises of this country have reached the 
conclusion that cooperation with the retailer in sound business 
principles so far as accounting is concerned will overcome a great 
many failures and make better business men of the retailers. 
It may be stated that the average retail man looks on bookkeeping 
as a useless expenditure and it is only when he learns what it can 
do for him by keeping him in touch, daily, with his condition that 
he realizes the necessity of accurate records.
One of the largest manufacturers of a nationally known product 
maintains a special department, at a cost of about $25,000 a year, 
whose chief function it is to look into the affairs of its debtors who 
have become delinquent in payments. When an account gets 
beyond a point where the credit man can obtain results it is turned 
over to this department. An experienced man is sent to the 
debtor with full powers to act for the firm. First he goes in the 
spirit of cooperation and induces the debtor to give him all the 
facts as to the condition of his business and why he can not meet 
his payments, and asks to see his books and records. Usually 
there are no books of accounts whereby a complete analysis of 
past performances can be made readily, but a man fitted for this 
type of investigation knows that he can gather enough information 
from such records as the cheque book, sales record, etc., to make 
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a fairly close analysis of what has taken place. The accounts 
receivable are segregated and aged and the information thus 
obtained forms a basis of a cash receipt budget. The accounts 
payable are analyzed in a similar manner and this forms a basis of 
payment policy. When sufficient information is gathered to 
allow of it, a complete outline of policy is suggested.
To illustrate, the following condition existed at December 1, 
1931.
Accounts Receivable, 325 accounts, highest balance $381, 
smallest $15, total $6,500:
$2,200—2 years old—doubtful
500—1 year old, 50% collectible
1,000—6 to 9 months old—good 
600—3 to 5 months old—good
1,000—2 months old—good
1,200—for month of November
$6,500 Total
Accounts Payable, 55 accounts, total $5,000:
20 accounts $25 or less
15 “ $25 to $50
5 “ $50 to $100
8 “ $100 to $300
5 “ $300 to $500
2 “ Over $1,000
Aged as follows:







The cash sales showed an average of $750 a month, with an 
average collection of $1,300 on accounts receivable. From the 
foregoing facts a collecting and paying budget can be outlined. 
From facts of this description the investigator can outline and 
install a bookkeeping system and set up an expense-budget 
policy. Employees can be instructed how to keep the books to 
the point of taking a trial balance each month. This balance 
should be sent to the special service department of the creditor
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who works out a balance-sheet and earning statement, checking 
the latter with the budget set-up. In this way the retailer gets 
first class advice and the creditor concern is placed in a position 
where its investment can be watched and safeguarded. Of 
course, if the concern is insolvent and hopeless, the usual procedure 
is followed to ensure the highest possible return for the creditors. 
It is claimed that the particular concern which furnishes this 
service saves over $100,000 a year in bad debts and at the same 
time stimulates about $250,000 in sales which would otherwise be 
lost through forced liquidation or bankruptcy.
To point out the great need for service of this kind by concerns 
which extend large amounts of credit to the smaller concerns, one 
of the recent failures in New York may be cited.
The debtor’s books showed:
Assets
Cash............................................................ $ 500
Accounts receivable....................  56,000
Inventory................................................... 150,000
Real estate................................................. 120,000








Three banks were involved and two of them held securities on 
the real estate for their loans. The other bank called its loan, 
which caused an assignment to be made for the benefit of credi­
tors. It was found that no physical inventory had been taken for 
years and when it was obtained it showed $90,000, instead of 
$150,000 as shown by the books. The accounts receivable were 
only about 60 per cent collectible, and the equity in the real estate 
had shrunk to such an extent that it was valueless. The owner of 
this business was honest and had always enjoyed a good reputa­
tion. Some of the leading manufacturers in this country filed 
proofs of debt to the extent of $10,000, $15,000 and even $25,000; 
but he did not know the value of accurate accounting procedure or 
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he would not have been obliged to have his business liquidated, 
paying the creditors .23½ cents on the dollar.
The cases cited are actual except that the figures used are ficti­
tious but are in proportion to the amounts involved.
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